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M. Chairman and Menbers of the Subcommttee, thank you for
the opportunity to present the views of the Ofice of |nspector
Ceneral (A G on programmati ¢ and managenent probl ens facing the
Departnment of Housing and U ban Devel opnent (HUD).

I n our semannual Reports to the Congress, the QG attenpts
to provide an overview of HUD s nanagenent and perfornmance during
the reporting period. |In our |latest Report to the Congress, as
of Septenber 30, 1996, we summed up the situation in the
fol | owi ng nmanner:

"The | ast few years have seen notabl e i nprovenents in sone
aspects of HUD s performance. HUD and the Congress have,
for exanple, noved to change the | andscape of failed public
housi ng and to address serious issues relating to the
multifamly insured and assi sted housing prograns.

"Under current circunstances, however, the prospects for
further inprovenent are dim HJD s capability to performis
[imted by three fundanental issues that have gone

unaddr essed and can be expected to becone nore serious over
the years. Specifically:

° The nunber and varied types of HUD prograns/initiatives
are significantly out of balance with the capability of
the constantly dwi ndling HUID staff to carry out those
prograns and initiatives.

° Various conponents of HUD, especially the Ofice of
Public and Indian Housing and the Gfice of Multifamly
Housi ng, are not equi pped to provi de reasonabl e
stewardshi p over taxpayer funds expended for their
progr ans.
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° HUD s avowed coomtnent to a 'pl ace-based’ program
delivery approach is, in inportant respects,
i nconsistent wth HUD s organi zati on and authorities,
whi ch fol | ow di screte HUD program i nes.

"W do not believe that these issues can be resol ved through
easy or quick fixes. Bringing HUD prograns in line with HUID
staff capability would undoubtedly require a narrower, nore
precise definition of HIDs mssion; and this would in turn
provoke outcries fromthe many constituencies--both within
and outside the Departnent--that have formed around HJUD
progr ans.

"Ensuring stewardship and accountability in HUD prograns,
especially the public and assisted housi ng prograns, needs
to start with an acknow edgenent that HUD doesn't have and
won't have the capability to carefully nonitor all aspects
of these huge prograns. This would have to be foll owed by
an assessnent of the risks inherent in various approaches to
setting programpriorities, and devel opnent of systens that
accurately neasure program performance rather than just

regul atory conpl i ance.

"Resol ving the inconsistenci es between HID s avowed
conmtnent to a place-based orientation and the realities of
HUD s progranm based organi zation would again require a
clearer definition of HID s mssion, potentially followed by
a major shifting of authorities within the Departnent.

"I'n sum resolution of these three issues would constitute a
substantial agenda for both HUID and the Congress. W urge
adoption of this agenda, on the grounds that it is
fundamental to nmaking HUD the excellent performer that we
all want the Departnent to be."

Secretary Quono heard the same type of nessage during his
recent confirmation hearings, and he has coomtted to acting on
it. This past weekend, the Secretary and his Principal Staff
hel d an unprecedented neeti ng at which they established an
i nt egr at ed managenent/ progran or gani zati onal plan of action to
address HUD s greatest vulnerabilities. So, there is reason to
be optimstic about HUD s resolve to shed its high risk
desi gnation. But HUD al one cannot sol ve these probl ens.
Significant changes in HUD s authorizing |l egislation are al so
essenti al .

To illustrate the nmagnitude of the task confronting the
Department and the Congress, | would |ike to focus on two issues.
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First, the nost significant programmati c i ssue facing the
Departnent: what the future will bring for assisted housing
prograns. Second, the nost significant nmanagenent issue facing
the Departnent: the managenent of its staff resources.

ASSI STED HOUSI NG PROGRANMS

| ssues relating to the funding, accounting, and nonitoring
of assi sted housi ng paynents represent the | argest problemthe
Departnent faces. HUD currently spends nore than $18 billion per
year to provide rent subsidies to about 4.5 mllion | ower-incone
househol ds. The assi stance HUD provides is the nost fundanental
programfor aneliorating the nation's grow ng need of housing for
| ow i ncone persons. The primary sources of this housing
assi stance are project based Section 8 paynents to nultifamly
owners, tenant based Section 8, and other subsidy paynents to
Housi ng Authoriti es.

Budget |ssues

As you are well aware, renewal s of project based section 8
contracts have maj or budget inplications as Congress attenpts to
bal ance the Federal budget. |If these contracts are not renewed,
currently assisted tenants will face sharp increases in their
rental paynments. For many assisted | ow incone tenants, the
slightest such increase could result in their displacenent. From
the owners' perspective, failure to renew project based Section 8
contracts for heavily assisted projects could sharply reduce
proj ect revenues and result in an increase of defaults and
i nsurance cl ai ns.

In the late 1970s and early 1980s, it was common for section
8 assi stance paynments contracts to be witten for nultiple years.
Funds were obligated during the initial contract year with a
federal coomtnent to fund outlays in future years. These | ong
termcontracts had a negligible outlay inpact in the year in
whi ch the appropriation was made. Through this budget nechani sm
substanti al increases have been made in programlevels, evadi ng
normal budgetary controls that tended to focus on limting
outl ays. The Departnent has an array of outstanding 20, 15, 10,
and 5 year Section 8 contracts.

Because of Congressional efforts to | ower Federal budget
outl ays, new or renewed section 8 contracts are now bei ng nade
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for only one year. The cascading effect of the expiring | ong
termcontracts being renewed for one year will have significant
budget inplications for HUD in future years. For exanple, in
five years, the annual budget authority needed to renew expiring

section 8 contracts will be $20.5 billion dollars. This is an
i ncrease of nearly $15 billion dollars over 1997 budget
authority.

Conpounding this problemis the fact that a significant
portion of HUD s insured subsidized nultifamly housing projects
has rents in excess of conparable market rents. Many of HU s
i nsured projects were devel oped to increase the stock of
af fordabl e housing at a tine when few private devel opnents were
bei ng constructed. Hgh interest rates and hi gh construction
costs resulted in over financed nultifamly housing projects.
Market realities did not enter into nmany of the decisions to
devel op these HUD projects. Al so, annual rent increases were
approved based on formul as or budget conputations with little
conparison to the private narket. Consequently, rents associ at ed
wi th these HUD subsi di zed projects are often nuch hi gher than
rents at conparabl e projects.

Last year, HUD proposed |egislation to address the contract
renewal and excessive rents probl ens through portfolio
reengi neering. The proposal net w th considerabl e resistance,
and the Congress authorized only a snmall portfolio reengi neering
denonstration program HUD is now working on a revised proposal
to neet the same goal: reducing nortgage debt to a | evel that
can be supported by conparable street rents. The restructuring
of the debt would all ow owners to continue operating the projects
and significantly reduce the associ ated cost of the HUD section 8
subsidy. This restructuring effort would initially be costly,
but is intended to be cost effective in the long run. The tax
inplications of such restructuring for owners remai ns a conpl ex
and contentious issue.

Accounting and Fi nanci al Managenent System | ssues

The Departnent does not have efficient, effective, and
integrated financial nanagenent systens that can be relied upon
to provide tinely, accurate, and relevant financial infornation
and reports. Wile we have seen sone progress in the devel opnent
and i npl ementati on of needed systens, the pace has been sl ow

To HUID s credit, progress has been nade in getting the
systens for budgeting and accounting for project based rental
assi stance prograns (TRACS) and the simlar systemfor tenant
based assi stance (HUDCAPS) up and runni ng. However, certain
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critical conponents of these systens that would help to validate
t he accuracy of assistance paynents are still under devel opnent.

HJUD s systemplans only recently began addressi ng
verification of tenant reported i ncome under HUD s nultifamly
rental assistance prograns. For Public and I ndi an Housi ng
Prograns, plans have been devel oped to use conputer matching
techni ques to verify tenant reported i ncone on a pilot basis.
However, in the Departnent's effort to conpl ete nati onw de
mat ching, errors and mssing data were found in the Miltifamly
Tenant Characteristic System (MICS). MICS is critical to this
mat ching effort.

The Departnent is making a concerted effort to devel op TRACS
as the solution to address weaknesses in the financial control of
proj ect-based rental assistance. Qitical to this devel opnent is
t he payment processing nodul e, which has not been built. This
nodul e woul d enabl e TRACS to generate rental assistance paynents
requests directly w thout voucher data fromthe owners. This
woul d prevent duplicate paynments and ensure the accurate
subm ssion of tenant data fromthe owner.

Moni toring | ssues

HUD s nonitoring of assistance paynments is |largely
ineffective. HUD |legislation authorizing subsidy prograns
includes specific tenant eligibility criteria. Legislation also
est abl i shes m ni nrum perfornance | evels to be achi eved such as
subsi di zed housi ng neeting housing quality standards. HJUD is not
currently equi pped to ensure that these | egislative nandates are
bei ng net.

(ne of HUDO s major goals is to assure that |imted Federa
assi sted housing resources are used as efficiently as possi bl e.
A recently issued quality control review, contracted for by HID s
O fice of Policy Devel opnment and Research, | ooked into the
accuracy of subsidy paynents in a nati onwi de sanple. The review
found significant subsidy paynment errors, including over and
under paynents. Wien projected to the popul ati on of subsidized
tenants, the study found annual overpayments of $788 mllion and
under paynents of $603 mllion.

In review ng the accuracy of tenant based assi stance, HUD
generally relies on the annual audits of Public Housing
Authorities (PHAs) by Independent Auditor (1As). The IAs are
required to test for tenant eligibility and test the validity of
the operating subsidies. QA Greviews of these annual | A audits
have found their primary focus to be on internal controls with
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little substantive testing. HUD staff may al so test tenant
subsi dy and operating subsidy conputations during site reviews;
but, due to staffing limtations, such reviews are becom ng | ess
and less frequent. W are working with HUD staff to explore ways
to increase the testing perforned by | As, and thereby inprove the
useful ness of the I A reports.

Wth respect to Section 8 project based assi stance, owners
draw their nonthly subsidy paynments through a letter of credit
di sbursenment system These di sbursenents are subject to a post
review process. HUD field offices are required to review a
m ni mum of 20 percent of the Section 8 di sbursenents and
determne that they are supported by vouchers. They are also
required to conpare a sanpling of vouchers agai nst the TRACS
dat abase to assure that tenant information is being updated as
required.

In 1996, HUD established a voucher processing Hub in Kansas
Gty. Qurrently, the Hub has taken over the voucher review
process for 17 field offices and is scheduled to take it over al
offices by next year. W examned the testing perfornmed by the
Hub and the testing at 5 other field offices. W found, with the
exception of one field office, that the Hub was the only pl ace
wher e voucher reviews were being conducted. The good news is
that the Hub is doing its job. The bad news is that before
establ i shment of the Hub, this post revieweffort was |argely not
happeni ng. Wthout post reviews, there is no assurance that
paynents are correct.

Qur fiscal year 1994 financial report noted that HUD pl anned
to use TRACS in the future for paynent processing. HJD planned
to inplement an interface with the paynment systemin 1996.

Because of funding problens, this interface is not schedul ed for
conpletion until Fiscal Year 1998.

RESOURCE MANAGEMENT

Since 1980, HUD staffing has dropped by 37%-from 16,500 to
10, 434--and HUD has commtted to a staffing |level of only 7,500
by fiscal year 2000. The nunber of prograns and initiatives these
enpl oyees are responsi ble for managing i s overwhel mng. Two
years ago, the Secretary asked for the QG s views on
opportunities for termnating, consolidating, and restructuring
HUD prograns. W conducted a study that, anong ot her things,
identified 240 discrete HUD prograns and activities. |n response
to a Congressional request, the AGis in the process of
conpiling a current list of discrete HUI prograns and activities.
| do not expect to find a reduction in the nunber of prograns and
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activities over the last 2 years. But there are certainly fewer
HUD staff than 2 years ago. Subtracting prograns seens to be a
| ot tougher than adding them

Bot h HUD and Menbers of the Congress have proposed
legislation to streantine HUD prograns, but, with one exception,
these | egi sl ative proposals have not been enacted. Meanwhil e,
HUD has proceeded to fornul ate downsi zing plans without regard to
their programmatic inplications. GCenerally, staffing reductions
have been al |l ocated anong the Assistant Secretaries on a pro rata
basis. HUD al so reorgani zed itself along programlines, with
authority flowing directly fromthe Assistant Secretaries at
Headquarters to the programstaff at HID field offices. Shortly
after reorgani zing in that manner, HUD proclainmed its conm t nent
to a community-first, place-based (vs. programbased) delivery
system

The A G believes that HUD s downsi zing creates a series of
urgent needs that the Departnent and the Congress nust neet. W
need, first of all, to come to a definition of HUD s mssion that
bears sone reasonable relationship to HID s capability to neet
that mssion. The revised mssion statenent nust then be used as
a springboard for a najor streantining of HUD prograns and
activities.

VW nust al so cone to cone to an understandi ng that HUD staff
cannot be all things to all people. W owe HUD enpl oyees a cl ear
definition of their roles with respect to policy devel oprent,
provi di ng techni cal assistance, notivating the commnity,
over seei ng programinpl ementati on, and taki ng enforcenent action
for inadequate performnmance.

Even with a narrower mssion statenent, streamined
prograns, and a clear understanding of the role of HUD staff, the
A G does not think that the downsi zed HID will be able to provide
traditional oversight of HUD prograns. W believe, instead, that
there will still be a conpelling need to segregate HUD s workl oad
based on risk, define different HUD oversight strategies for the
different risks, establish neaningful perfornmance neasures, and
devel op a real enforcenent capability.

Permt ne to enphasi ze the inportance of neani ngful
perfornmance neasures and a real enforcenment capability. As you
know, the point of the Governnent Performance and Results Act
(GPRA) was to ensure meani ngful performance plans and perfornance
neasures. W nust diligently guard agai nst naki ng conpliance
with this lawinto a bureaucratic exercise. | have, for
i nstance, heard GPRA advocates cite HUD s Public Housing
Managenment Assessnent System (PHVAP) as a nodel. In fact, PHVAP
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is the antithesis of what we shoul d be | ooking for, because it
measur es nmanagenent processes and i gnores whether we are

achi eving the desired programoutcone, which is decent, safe, and
sanitary public housing. As a result, we have situations where
publ i c housing authorities are not deemed troubl ed based on their
PHVAP scores, but the residents are in fact living in squal or.

The HUD A G has conpl ained for years about the Departnent's
reluctance to take enforcenent actions agai nst persons and
entities that msuse our funds and abuse our prograns. |In this
era of devolution, the issue has becone critically inportant--not
just for HUD, but for all Federal agencies. W cannot assumne
that the States, localities, non-profits, and other recipients of
Federal funding will always act with wisdomand integrity. W
shoul d be dedicated to establishing neani ngful performnmance
measures and oversight, coupled with the resolve to nove
deci sively agai nst cases of fraud or abuse. 1In this regard, the
HUD A G has proposed a series of |egislative neasures that we
believe would significantly strengthen HJUD s enforcenent
capability. M. Chairman, | have sent copies of these proposals
to you, as well as to the other Conmttees having oversi ght
responsi bilities for HUD.

In closing, | would like to remnd you that I am heartened
by Secretary CQuono's understanding of HUD s areas of high risk,
and his determnation to fix them | would also like to note two

i mportant pieces of legislation that the O G believes are noves

inthe right direction. HR 2 would bring about a maj or
consolidation of public housing funding, anong other things. HR
217 woul d consol i date Federal prograns for homel ess assi st ance.

M. Chairman, | woul d be happy to answer any questions you
may have.
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HUD i s undertaki ng maj or organi zati onal changes. Moreover, HJD
has targeted its staffing level to be at 7500 by the year 2000.
These staff decreases have been nade w thout a correspondi ng
reduction in workload. 1In fact, not only has the workload in
many of the existing prograns grown but several new prograns have
been added. HUD s staffing changes have been on a different
track than HUD s programmatic and organi zati onal changes.
Consequently, there is a lack of resources given the current
structure of the Departnent.

HUD s reinvention efforts began late in 1994, when the Secretary
proposed significant changes in HUJ s prograns and operations.
Sixty of HUD s grant and subsidy prograns woul d be consol i dat ed
into three performance funds. Public Housing tenants woul d be
gi ven vouchers and Public Housing Authorities would need to be
good perforner in order to keep their housing voucher hol ders.
FHA woul d be transferred to a new governnent owned Federa
Housi ng Corporation. This corporation would adapt easily to
managenent denands and custoner needs. The correspondi ng staff
downsi zi ng nade better sense in terns of what HUD planned for in
rei nvention.

I n January 1996, HUD updated the reinvention plans. The new HUD
bl ueprint woul d not voucher out public housing as originally
proposed. The focus of Public Housing inprovenents would be in
tenant based programdelivery. Changes in Community Pl anning and
Devel opnment woul d consol idate twenty various grant prograns into
t hree performance based funds including, GComrunity Devel oprent

Bl ock Gants, HOME funds and Honel ess assi stance funds. The
proposal for a separate Federal Housing Corporation was
elimnated in favor of performance inprovenents within the

exi sting FHA

QG her changes in the blueprint include:

- inplementing the proposed communities-first, placed based
programdel i very structure;

- redepl oyi ng 500 headquarters and 1,000 field staff;

- closing 10 of the 81 HUD field offices;

- nmoving towards service center operations; and

-inpl enenting a paperless office concept on a pilot basis.
Sone progress has been nmade in recent nonths in bringing

many of these blueprint concepts into fruition. HUD has nade
partial reductions in headquarters staffing and redepl oyed 600
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field staff to help in correcting staffing inbal ances. Seventeen
field offices have been conceptually identified for closure.
Several operations such as Single Famly Housing, Accounting and
Adm ni stration have been consolidated into field service centers.
These centers handl e consolidated functions for a nunber of field
| ocations. Wile sone changes have been nmade, HUD had not
clearly established the role, level and distribution of resources
needed to carry out proposed changes to HUD s programdelivery
structure.

Efforts to correct staffing and nmanagenent deficiencies in
t he Departnent have | argely been done in isolation. Top
managenent di scuss broad organi zati onal concepts such as
"Creating Communities of Qoportunities" or devel oping a "Pl aced
Based" HUD where communities have a single point of contact,
however, the reorgani zations taking place in the field run
counter to these concepts. Changes to date have |argely been done
al ong organi zational lines. To the Departnent's credit,
streamining efforts have been effective in reducing | ayers of
managenent. The nost dramatic change, as you know, was the
elimnation of the Regional Ofice function, where there is now a
direct line of communication fromheadquarters to the field.
However, nost changes to date have been al ong organi zati ona
"cylinders". The idea for a comunity-first, placed-based
delivery structure is still evol ving.

Part of the problemis the need for an overall nmanagenent of
"one" Departnent. As it currently stands, when staffing
reductions are identified, it generally becones a pro-rata
al | ocation anong Assistant Secretaries. System devel opnent
strategies are largely along organi zational |ines. The Deputy
Secretary, CFO and Budget Officer nust have a greater role in
programmati ¢ managenent decisions in the Departnent. Changes
that take place should be based on what is good for HUD as a
whol e.  Soneone ot her than Assistant Secretaries shoul d be maki ng
t hose deci sions and assuring a conprehensive inpl enentati on.

To effectively managing the array of HUD prograns with
reduced staffing levels is a tough job. As HUD continues to
downsi ze, there is a increased need to clarify HUD s delivery
structure and outline the role of HUD staff in that structure.
The nunber of prograns HUD operates has not changed significantly
over the years, yet the nunber of staff operating those prograns
has been drastically reduced. Plans on HUD s delivery structure
are continuing to change. HUD needs to clarify its mssion and
define it nore narrowly than "QOeating Communities of
Qoportunities". Perhaps the real focus needs to be on " decent,
safe and sanitary housing" for every Arerican. HUD needs to natch
resource levels and capabilities with programneeds. Al so, HJD
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needs a neans to nmeasure productivity and results.

As HUD continues to downsi ze, there should be no expectation
that HUID staff can be all things to all people. Managenent nust
provide a clear understanding to their staff as to their role in
pol i cy devel opnent, providing technical assistance, notivating
t he community, overseeing programinplenmentation and taki ng
enforcenent action for inadequate performance. Wth the serious
reduction in staffing, we would encourage greater enphasis on
i npl enent ati on and enf or cenent .

The Governnent Perfornmance and Result Act will soon require
annual performance plans and perfornance measures throughout the
Governnent. HUD has a nunber of initiatives in process to
i ncrease the use of performance neasures in nanaging its prograns
and operations. During FY 95 and 96 agreenent was reached with
OMB as to 43 HUD perfornmance neasures. W are concerned that for
30 of those neasures HUD has neither collected the data or fully
defined the nmeasure. V& have recommended that the Chief Fi nanci al
G ficer develop a coordinate plan of action to acconplish the
obj ecti ves of GPRA

Efforts are underway to streamine and change nmany of the
ways that HUD does business. For exanple, House Bill HR 2, wll
shift many of HUD s Public Housing roles to the States,
localities and PHAs. House Bill HR 217 will consolidate federal
prograns for honel ess assistance. The enactnent of these bills
would nmore narrowly define HJUD s role as oversight and
enforcenent. In ny opinion, even with such changes, HUD still
won't have the resources to carry out their nore narrowy defined
roles. W believe there is a need to segregate the workl oad
based on risk, define the strategies for different risks,
establish realistic perfornmance nmeasures and devel op a real
enf orcenment capability.

*kkkk*k*

Fi scal year 1996 is the sixth year that HUD has been subj ect
to the audit under the CFO Act. NMany of the material weaknesses
and reportabl e conditions we are reporting on this year are the
sanme as previous reports. HUD is naking sone progress in
correcting reported weaknesses. For the nost part , however,
progress has been at a slow pace in |arge part because HUD needs
to address issues that fundanmentally inpact HUD s interna
control environnent. HUD needs to address the follow ng issues:

-the upgradi ng of financial nanagenent systens
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-correcting of resource nmanagenent shortcom ngs,
-inproving performance nmeasures for prograns, and
- addr essi ng weaknesses with its nmanagenent control program

VW are working closely with HUD managers to resol ve the
i ssues | have discussed today. Many are |long standi ng i ssues not
easy to resolve. The problens discussed above are part of the
reasons GAO designated HUD as a high risk agency. The
admni stration and Congress nust work together to inplenent a
strategy to restructure HUD prograns in line with its nmanagenent
capacity.



